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Alaska Communications Systems
3Q Results Show Improvement, We Remain Cautious

UnderweightsAl k Cas a ommumcatlOns lystems
Ticker ALSK EPS 2002E (Old) 2002E (New) 2003E

Price(lO/24/02) $2.45 lQ (Apr) ($O.OI)A ($O.OI)A
52-Wk.Range $1.48-8.28 2Q (JuI) $O.l3A $0.13A
Mkt.Cap(MM) $77.55 3Q(Oct) ($0.11 ) ($0.22)A
Fiscal Year Jan 4Q(Jan) ($0.11) ($0.11)
Shares O/S(MM) 31.65 FY ($0.10) ($0.20) ($0.25)

Revenue FY $330.83 $333.10 $340.00
(MM)

• ACS's third quarter results show improvement from the dismal second quarter, but
are still below historical trends

• Results from the State ofAlaska contract and the cellular segment mitigate local
telephone line losses

• We believe the company's near-term upside potential remains low
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Sequential improvement in revenue and EBITDA did not bring ACS back to
historic levels. ACS posted total revenue of$84 million this quarter, up 3.6% from last
quarter's recurring revenue, and 1.8% from third quarter 2001. Traditionally, the third
quarter is one of the strongest quarters for ACS due to the better weather conditions and
tourist season. Despite this, ACS's local telephone, directory, and interexchange
segments did not bounce back from the previous quarter's weak results, remaining flat on
a sequential basis. ACS's EBITDA margin of 36% this quarter was more than 3
percentage points better than last quarter; yet it remains well below the near 40% margins
the company reported in the past. While we view overall results as a recovery from last
quarter's disappointment, we would need to see growth rates and margins return to
historical levels, in all segments, in order to justifY valuation expansion.

State of Alaska and cellular performance mitigate the continued weak results of the
local telephone segment. ACS posted strong cellular results this quarter. A relatively
high ARPU of $49 and growth in the net customer base drove strong sequential, and
more importantly, year over year growth. ACS also met its forecast and exceeded $3
million in State of Alaska contract revenue this quarter. We expect the company will
need to continue producing strong results from these sources in order to counteract
continued erosion of its local telephone business.

At current levels we do not see a compelling valuation upside. At its current price,
$2.45, we estimate ACS trades at roughly 5.2 times enterprise value to 2003 EBITDA.
The Bells also trade in the low 5 times enterprise value to 2003 EBITDA range. ACS is
experiencing competitive access line loss at a faster rate than the Bells. While cellular
and State of Alaska results were positive this quarter, we do not believe ACS deserves at
premium to the Bells at this time.

Alaska Communications Systems(ALSK/$2.45/Underweight)

Additional information available upon request. JPMSI and/or its affiliates expect to receive, or intend to seek compensation for investment
banking from the companies whose stocks are recommended in this report in the next three months. JPMSI or its affiliates make a market in



US Equity Research
J.P. Morgan Securities Inc.
Alaska Communications Systems 2

the stock of Alaska Communications Systems. JPMSI and/or its affiliates received in the past 12 months compensation for investment banking
services from Alaska Communications Systems.
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Sector Performer

Market· Weight

• While line losses to GCl appear to have stabilized since 1Q02, the on-going
reduction in lines continues to impede growth, particularly on access minutes. The
company continues to work with state regulators to raise UNE rates but relief
appears a year away.

• We remain cautious on ALSK. Management took an important first step this
quarter by hitting initial cost cutting targets and billing for the state contract.
Nevertheless, it wi11likely take several quarters to drive revenue growth and
profitability.
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See "Legal Disclaimer" section at the end of
this report for important disclosures,
including potential conflicts of interest.
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• The state contract, a key to long term growth, is [mally generating revenue
(perhaps $lM per month), which hopefully ramps to $l.5M or more per month
early next year. We would hope to see better growth during 2H03 but that appears
aggressive at this point.

Alaska Communications
3Q Meets Revised Targets; Growth Ramp Still
Uncertain
• ACS reported $84M in revenue (2% growth) and $3lM in EBITDA (down YOY)

for 3Q, in line with revised guidance after a disappointing 2Q. The company
continues to face a challenging regulatory environment and competitive situation,
which limit growth for the foreseeable future.
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3Q Meets Revised Targets; Growth Ramp Still Uncertain - October 25, 2002

Discussion
ACS reported $84M in consolidated revenue and $3lM in EBITDA, both in line
with our revised projections after a disappointing 2Q. ACS's results underscore the
difficult market ACS faces-a regulatory regime that has set some of the lowest
UNE rates in the US, an aggressive competitor in wireline, and challenging growth
opportunities. ACS continues to lose access lines to competitor GCI (although it
appears losses have stabilized), which in tum means lower access minutes, while
new growth initiatives take time to ramp up. The company is actively working with
regulators to increase the costs to lease loops, but the rate case decision is still
probably one year away.

As we pointed out in 2Q, we believe the company is doing the right things in the
interim: focusing on cost reduction (cost savings reportedly began this quarter,
ultimately yielding $6M annually in work force reductions by 4Q) and customer
retention, marketing service bundles, and pursuing longer-term contracts more
aggressively. It will take time for these initiatives to gain traction. Moreover, the
company appears to be getting its state of Alaska contract up and running at this
point, contributing about $3M this quarter and perhaps $4.5M per quarter starting
next year. We had hoped for a more aggressive ramp-up (perhaps $6-$7M per qtr)
because this is the key growth initiative for the company. Over time, we do expect
each of these efforts to yield better stability in the customer base as well as drive
new revenue opportunities, although this is difficult to model. Under current
assumptions, it appears consolidated growth over the next 5-6 quarters will be
disappointing, perhaps flat to slightly down initially but gradually ramping to a 3
4% growth rate by YE03.

The bright spot continues to be wireless, with revenue up 8% for the quarter and
EBITDA margins a solid 40%. This helped to partially offset declines in
data/Internet, where the company continues to incur up-front costs implementing
the state contract.

Our price target of $5 is based on relative valuations for incumbents, as well as the
slower growth prospect near term. We assign a 5X multiple to 2002E ILEC
EBITDA, a 7X multiple to wireless, and 7X multiple to directories, offset by
$585M in net debt. Risks to the company meeting our price target include a slower
ramp in revenue and profitability in the Alaska contract, further share losses to
aggressive competitors in wireline and wireless, and inefficient management of
costs.
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Our EPS estimates are shown below:

3



3Q Meets Revised Targets; Growth Ramp Still Uncertain· October 25, 2002

Companies Mentioned In This Report

Stock Prices as of 10/24/02:
General Communications (GNCMA·NYSE $4.23 Not Rated)

Key to Footnotes:
1) CIBC World Markets Corp., or one of its affiliated companies, makes a market in the securities of this company.
2) CIBC World Markets Corp. received compensation for investment banking services from this company in the past 12 months.
3) CIBC World Markets Corp., or one of its affiliated companies, managed or co-managed a public offering of securities for this company in the past 12

months.
4) This company has a convertible included in the CIBC World Markets convertible universe.
S) An employee of CIBC World Markets Corp., or one of its affiliated companies, is an officer, director or an advisory board member of this company.
6) The CIBC World Markets Corp. analyst(s) who covers this company also has a position in its securities.
7) The CIBC World Markets Inc. analyst(s) who covers this company also has a position in its securities.
9) Solicitation of this company is allowed only in DC, GA, LA, PA and NY.
10) CIBC World Markets does not cover the underlying equity security into which the security is convertible and expresses no opinion with regard to this

company.
11) CIBC World Markets expects to receive or intends to seek compensation for investment banking services from this company in the next 3 months.
12) Amember of the household of a CIBC World Markets research analysts that covers this company is an officer,director or an advisory board member of

this company.
13) CIBC World Markets and its affiliates, in the aggregate, beneficially own more than 1%of a class of equity securities issued by this company.
14) Amember of the household of a CIBC World Markets research analyst that covers this company has a long position in the common equity securities of

this company.
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CIBCWM Price Chart
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CIBCWM Stock Rating System

Abbreviation Rating

so
SP
SU
S
DR
NR

SB
B
H
UP

Sector Outperformer
Sector Performer
Sector Underperformer
Suspended
Dropped
Not Rated

Strong Buy
Buy
Hold
Underperform

Expected total return over 12 months of at least 25%.
Expected total return over 12 months of at least 15%.
Expected total return ov.er 12 months of at least 0%-15%.
Expected negative total return over 12 months.

o Overweight Sector is expected to outperform the broader market averages.
M Market Weight Sector is expected to equal the performance of the broader market averages.
U Underweight Sector is expected to underperform the broader market averages.
NA None Sector rating is not applicable.

"Broader market averages refer to the S&P 500 in the U.S. and TSX 300 in Canada.
"-S" indicates Speculative. An investment in this security involves a high amount of risk due to volatility and/or liquidity issues.
"CC" indicates Commencement of Coverage. The analyst named started covering the security on the date specified.

Ratings Distribution: CIBC World Markets Corp. Coverage Universe
(as of 25 Oct 2002) Count Percent
Sector Outperformer (Buy) 257 34.8%
Sector Performer (Hold/Neutral) 304 41.2%
Sector Underperformer (Sell) 177 24.0%

Inv. Banking Relationships
Sector Outperformer (Buy)
Sector Performer (Hold/Neutral)
Sector Underperformer (Sell)

Count
139
96
49

Percent
54.1%
31.6%
27.7%

Ratings Distribution: Telecommunications Services Coverage Universe
(as of 25 Oct 2002) Count Percent Inv. Banking Relationships Count Percent
Sector Outperformer (Buy) 10 33.3% Sector Outperformer (Buy) 6 60.0%
Sector Performer (Hold/Neutral) 9 30.0% Sector Performer (Hold/Neutral) 4 44.4%
Sector Underperformer (Sell) 11 36.7% Sector Underperformer (Sell) 3 27.3%

Telecommunications Services Sector includes the following tickers: ALGX, ALSK, AT, AWE, BLS, BRW, CTCO, CTL, CWON, CZN, ELNK, FCOM, FON, GNSY, GRIC, INLD, ITXC,
LVLT,NTLO,NXTL,NXTP,PCS, PTEK,O, RNDC, SBC,T,TPC,TWTC,VZ,WEBX.
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Legal Disclaimers and Important Disclosure Footnotes

1) CIBC World Markets Corp., or one of its affiliated companies, makes a market in the securities of Alaska Communications.
11) CIBC World Markets expects to receive or intends to seek compensation for investment banking services from Alaska Communications in the next 3

months.

Analyst Certification: By issuing this research report, each CIBC World Markets Corp. analyst whose name appears on the front page of this research report
hereby certifies that (i) the recommendations and opinions expressed in the research report accurately reflect the research analyst's personal views about any and
all of the sUbject securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by the research analyst in the research report.
Conflicts of Interest: CIBC World Markets' equity research analysts are compensated from revenues generated by various CIBC World Markets businesses,
including CIBC World Markets' Investment Banking Department. CIBC World Markets had, has or may aspire to have an investment banking, merchant banking,
lending or other credit relationship with the company that is the subject of this report. CIBC World Markets or its shareholders, directors, officers and/or
employees, may have a long or short position or deal as principal in the securities discussed herein, related securities or in options, futures or other derivative
instruments based thereon. The reader should assume that CIBC World Markets has a conflict of interest and should not rely solely on this report in evaluating
whether or not to buy or sell the securities of the subject company.
CIBC World Markets is delaying implementation of NASD Rule 2711(h)(2)(A)(ii) and NYSE Rule 472(k)(1)(ii) until November 6, 2002, but only to the extent that
such rules relate to the disclosure of investment banking compensation received by CIBC World Markets' foreign affiliates. CIBC World Markets' foreign affiliates
may (a) have managed or co-managed a public offering of securities of companies recommended in this report within the past 12 months; (b) have received
compensation for investment banking services from the companies recommended in this report in the last 12 months; or, (c) expect to receive or intend to seek
compensation for investment banking services from the companies recommended in this report within the next three months.
Legal Matters: This report is issued and approved for distribution by (i) in the US, CIBC World Markets Corp., a member of the NYSE and SIPC, (ii) in Canada,
CIBC World Markets Inc., a member of the IDA and CIPF, (iii) in the UK, CIBC World Markets pic, which is regulated by the FSA, and (iv) in Australia, CIBC World
Markets Australia Limited, a member of the Australian Stock Exchange and regulated by the ASIC (collectively, "CIBC World Markets"). This document and any of
the products and information contained herein are not intended for the use of private investors in the UK. Such investors will not be able to enter into agreements
or purchase products mentioned herein from CIBC World Markets pic. The comments and views expressed in this document are meant for the general interests
of clients of CIBC World Markets Australia Limited. This report is provided for informational purposes only, and does not constitute an offer or solicitation to buy or
sell any securities discussed herein in any jurisdiction where such offer or solicitation would be prohibited.
The securities mentioned in this report may not be suitable for all types of investors; their prices, value and/or income they produce may fluctuate and/or be
adversely affected by exchange rates. This report does not take into account the investment objectives, financial situation or specific needs of any particular client
of CIBC World Markets. Before making an investment decision on the basis of any recommendation made in this report, the recipient should consider whether
such recommendation is appropriate given the recipient's particular investment needs, objectives and financial circumstances. CIBC World Markets suggests that,
prior to acting on any of the recommendations herein, you contact one of our client advisers in your jurisdiction to discuss your particular circumstances. Since the
levels and bases of taxation can change, any reference in this report to the impact of taxation should not be construed as offering tax advice; as with any
transaction having potential tax implications, clients should consult with their own tax advisors. Past performance is not aguarantee of future results.
The information and any statistical data contained herein were obtained from sources that we believe to be reliable, but we do not represent that they are accurate
or complete, and they should not be relied upon as such. All estimates, opinions and recommendations expressed herein constitute judgements as of the date of
this report and are subject to change without notice.
Although each company issuing this report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce ("CIBC"), each is solely responsible for its
contractual obligations and commitments, and any securities products offered or recommended to or purchased or sold in any client accounts (i) will not be insured
by the Federal Deposit Insurance Corporation ("FDIC"), the Canada Deposit Insurance Corporation or other similar deposit insurance, (ii) will not be deposits or
other obligations of CIBC, (iii) will not be endorsed or guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the principal
invested. The CIBC trademark is used under license.
©2002 CIBC World Markets Corp. and CIBC World Markets Inc. All rights reserved. Unauthorized use, distribution, duplication or disclosure without the prior
written permission of CIBC World Markets is prohibited by law and may result in prosecution.
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Richard G. Klugman, CFA (212) 284·2031 rklugman@jefco.com William Cook (212) 284·2566 wcook@jefco.com

Alaska Communications

NASDAQ: ALSK . $2.45

Rating: Hold

Target Price N/A FY Dec 2001 2002E 2003E
52-Week Range $1-$8 10 (0.14) (0.01) NA
Equity Market Capitalization 78 20 (0.07) (0.20) NA
Net Debt 576 30 (0.03) (0.16) NA
Total Enterprise Value 654 40 (0.06) (0.15)E NA
Shares Out (MM) 32 EPS (0.30) (0.52)E (0.22)E
Avg Daily Vol (000) 29 PIE NM NM NM
Annual Dividend $0.00 EBITDA 129 129 131
Dividend Yield 0.0% TEV/EBITDA 5.1x 5.1x 5.0x
($MM, except per share data) Revenue 331 342 345
(EPS on a recurring basis) TEVIRevenue 2.0x 1.9x 1.9x

3Q Margins Ahead, Adjusting Estimates

We rate Alaska Communications Systems' shares Hold. Yesterday evening (OCtober 24th), Alaska Communications reported
third quarter earnings that were above our estimates for EBITDA (driven by recent cost-cutting efforts), but fell short of our EPS
estimate on higher than expected depreciation expense (due to $2 million of accelerated depreciation in the quarter, $1.4 million
of which was an out of period adjustment). We are tweaking our full year 2002 EPS estimate down to a loss of $0.52 from a
$0.46 loss. We are also adjusting our 2003 EPS estimate to a $0.22 loss from a $0.25 loss as we expect cost-cutting measures
to continue to improve margins, more than offsetting slightly higher depreciation expense.

• Recurring EPS totaled a loss of $0.16, below the $0.12 loss we expected, due to higher depreciation expense, which
offset better-than-expected margins. Reported EPS was a loss of $0.22, reflecting $0.06 of losses on the disposal of
assets related to the company's previously announced restructuring efforts.

• Revenue grew 2% to $84.3 million, up from the normalized slight decline in the prior quarter and in-line with our $84.2
million estimate and company guidance of $83-$84 million. Wireless revenue increased 4% in the seasonally strong
third quarter, while the telco continued to post sluggish revenue trends, declining 2% (albeit better than the 3% decline
we expected). Revenues from the new State of Alaska contract increased to $3 million from the $0.7 million posted in
20. Management expects to reach the $4.5 million run-rate level by the end of the 40, as lingering customer billing
issues are resolved.

• EBITDA margin totaled 37%, above our 35% estimate and up from the normalized 33% margin in the prior quarter
(though still below the recent historical range of 38-41 %) as the recent cost cutting initiatives were offset somewhat by
weakness in the higher-margin telco business and start up costs related to the State contract.

• Access lines declined for the third consecutive quarter, down 1.8% - substantially worse than the slight (0.3%)
decline in 20. Retail lines accounted for only 74% of total lines down from 75% in the prior quarter and 80% a year ago
as competitors (especially GCI) continue to capture market share, primarily with UNE loops. While market share losses
appear to have stabilized in Anchorage, GCI has expanded to Fairbanks and Juneau and is more actively taking share in
those smaller cities, as expected.

Please see Important Disclosure Information on the last pages of this Report.

Jefferies & Company, Inc. Equity Research



• 3Q wireless results were solid, with the company adding 500 subscribers (slightly below our expectations) and revenue
per subscriber increased 1% (as expected) as the warm late summer months drove customer usage.

• The company added 1,200 DSL subscribers, below our estimate of 1,500 additions, decelerating from results in the
past 2quarters.

Investment Conclusion

We rate Alaska Communications' shares Hold, noting the relatively high level of competition facing the company, its high
leverage ratio (4.5x 2002 EBITDA), and the tough state regulatory environment. Alaska's shares trade at 5x 2003 EBITDA, at
the bottom of the 5-6x range of the incumbent telcos (including RBOCs). In our opinion, this discount is warranted, given the
aforementioned competitive, regulatory and financial pressure. We note that the company currently shows the weakest cash
flow trends within its peer group and, following four consecutive quarters of modestly positive free cash flow, posted its
second consecutive quarter of negative free cash flow in 30.

With its new data network built for the State of Alaska contract, the company could help its cause with additional data service
contract wins (having already signed up Williams Petroleum.) However, we suspect such wins might not prove enough to
offset growing difficulties in the core business,

Alaska Communications Selected Performance Data
(Actual) (Est. )

l.QQ.l 4001 1.QQ.l. 2002 3002A 3002E
Recurring EPS (0.03 ) (0.06) (0.01) (0.20) (0.16) (0.12)
Reported EPS (0.04) (0.07) (3.55) (0.11) (0.22) (0.17)
Revenue growth 10.7% 8.6% 0.8% 13.5% 1. 6% 1. 9%
EBITDA margin 40.6% 38.3% 39.6% 38.6% 36.5% 34.5%
Telco line growth 1. 3% 1.1% -0.5% 0.3% -1.8% -0.3%
Retail % of line 79.9% 78.4% 76.3% 74.9% 73.8% 73.8%
Wireless sub adds (OOOs) 0.2 1.4 (0.5) 1.5 0.5 0.6
Wireless rev/sub (% change) -2.5% -7.8% -7.5% 0.0% 0.7% 0.5%
DSL sub adds (OOOs) 0.8 1.0 1.5 1.4 1.2 1.5

Please see Important Disclosure Information on the last pages of this Report.
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Please read this information in conjunction with the attached report. This will inform you of any actual or potential conflicts of
interest that Jefferies & Company, Inc. and our affiliates (collectively "Jefferies") may have in connection with the issuance of

this report.

Jefferies is in the investment banking business. At any time, Jefferies may be seeking paid investment banking assignments from companies in the
industry sector of the company that is the subject of this report. At this time, Jefferies does not expect to receive or intend to seek paid investment banking
assignments from any of the companies mentioned in this report within the next three months. Jefferies' research analysts' compensation is based in part
on investment banking fees. Jefferies compensates all employees in part on the overall performance of the firm, including investment banking income.

Jefferies makes a market in ALSK.

This material has been prepared by Jefferies &Company, Inc. a U.S.-registered broker-dealer, employing appropriate expertise, and in the belief that it is
fair and not misleading. The information upon which this material is based was obtained from sources believed to be reliable, but has not been
independently verified, therefore, we do not guarantee its accuracy. Additional and supporting information is available upon request. This is not an offer
or solicitation of an offer to buy or sell any security or investment. Any opinion or estimates constitute our best judgment as of this date, and are subject to
change without notice. Jefferies &Company, Inc. and Jefferies International Limited and their affiliates and their respective directors, officers and
employees may buy or sell securities mentioned herein as agent or principal for their own account.

Additional information for UK and Canadian investors
This material is approved for distribution in the United Kingdom by Jefferies International Limited regulated by the Financial Services Authority ('FSA").
While we believe this information and materials upon which this information was based are accurate, except for any obligations under the rules of the FSA,
we do not guarantee its accuracy. This material is intended for use only by professional or institutional investors falling within articles 19 or 49 of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 and not the general investing pUblic. None of the investments or investment
services mentioned or described herein are available to other persons in the U.K. and in particular are not available to 'private customers' as defined by
the rules of the FSA. For Canadian investors, this material is intended for use only by professional or institutional investors. None of the investments or
investment services mentioned or described herein are available to other persons or to anyone in Canada who is not a 'Designated Institution' as defined
by the Securities Act (Ontario).

Meanings of Jefferies & Company, Inc. Ratings
Buy· Describes stocks that we expect to appreciate by 20% or more. The stocks total return expected to exceed the average total return of the analyst's
industry (or industry team's) coverage universe, on a risk adjusted basis, over the next 12 months.
Accumulate· Describes stocks that we expect to appreciate by 10-20%.
Hold· Describes stocks that we expect to change plus or minus 10%. The stock's total return is expected to be in line with the average total return of the
analyst's industry (or industry team's) coverage universe, on a risk adjusted basis, over the next 12months.
Sell· Describes stocks that we expect to decline by more than 10%. The stock's total return is expected to be below the average total return of the
analyst's industry (or industry team's) coverage universe, on a risk adjusted basis, over the next 12 months.
NR· The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulations(s)
and/or Jefferies &Company, Inc. policies.
NC • Not covered. This company is not covered by Jefferies & Company, Inc..
CS • Coverage Suspended. Jefferies & Company, Inc. has suspended coverage of this company.

Valuation Methodology for Ratings
Jefferies analysts look for unrecognized value in small to mid-cap companies with minimal risk. Our methodology for assigning ratings is based on the
following. We look at a zero-12 month period regarding the establishment of ratings as well as price targets.

- market capitalization - maturity - growth/value

In general, attractive small and mid-cap companies offer greater growth potential than their larger-cap competitors. Companies that are mature and have
outlived comparables offer more reliable rewards. Growth companies inherently offer investors greater upside potential than value companies.

Valuation Methodology for Price Targets
The key methodology for assigning price targets is the establishment of DCFs (Discounted Cash Flow), however the following factors may also be
considered: Enterprise Value/EBITDA, PIE, Market risk, Dividend, LTM EBITDA, P/CFPS, P/EBITDA, EPS Growth Rate, Revenue stream, NAV, EV,
Premium/Average Group PIE, PE/Growth, Sum of the parts

Risks that may impede the achievement of our Price Target include:

Adecline in general economic conditions; Adverse news or other adverse events at another company in the sector; Unexpected news releases or
management turnover; More restrictive governmental or environmental regulations; Disruption in materials from suppliers; Revenue short fall; Slow down
in sales; Quarterly earnings decline; Inadequate cash flow to fund current operations.

Distribution of Ratings

Please see Important Disclosure Information on the last pages of this Report.
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The below chart reflects our distribution of recommendations for the companies that we cover as well as our banking clients:

Buy
Hold/Neutral
Sell

%Companies Covered
67
31
2

%Banking Clients
15
3
16

Price Chart(s)
Price charts can be found on our web site at www.jefco.com.

Please see Important Disclosure Information on the last pages of this Report.
[page 4 of 4 J



THE RLEC MDNITDR

esearce

qUI

Legg Mason
Michael J. Balhoff, CFA
Christopher C. King
Bradley P. Williams

Victor S. Glass, Ph.D.

II Legg Mason Commentary 2
II NECA Commentary 7
II Key Rural Issues and Upcoming Legg Mason Conference 11

Federal Universal Service Fund 12
Intercarrier Compensation 16
Other Issues 17

II Universal Service Funding of Carriers Through 4Q02 19
Program Costs and Funds 19
USF Data - Who Gets What? 20
Local Switching Support 24
Long-Term Support 25
Interstate Common Line Support 26
High Cost Loop Fund 28
Total USF Per Company .30
Average Loop Cost .32
Investment Import 33

II Valuation .35
Valuations .35
Summary Asset Valuations 37
ILEC Valuation 39
CLEC Valuations .41
Wireless Valuation 43
PCS Spectrum Valuations 44
Cellular Asset Valuation .45
Internet Service Provider Valuation .46
Fiber Assets .46

II Stock Performance .47
RLEC 5tock Prices .47
Institutional Ownership .48
Average Percentage Turnover in Shares .49
Average Daily Volume 49

II Financial Transactions & Other Developments 53
Notable New Transactions and Other Developments 55

II News Digest 58
II RLEC Calendar 63
II Individual Company Valuations/Commentary 65

Alaska Communications Systems Group 65
Alltel Corporation 67
CenturyTel, Inc. 69
Citizens Communications Company 71
Commonwealth Telephone Enterprises 73
CT Communications, Inc. 75
D&E Communications, Inc. 77
FairPoint Communications, Inc. 79
Hector Communications, Inc 81
Hickory Tech Corporation 83
Horizon Telcom 85
Lynch Interactive Corporation 87
Madison River Communications, Inc. 89
New Ulm Telecom, Inc. 91
North Pittsburgh Systems, Inc. 93
NTELOS Inc. 95
Shenandoah Telecommunications Company 97
SureWest Communications 99
Telephone & Data Systems, Inc. 101
WVT Communications 103

II Summary Statistics 105

II Statistical Ranking 109
II Universal Service Fund Statistics 11 0
II Financial Statement Analysis 114
II Glossary 117
II Analyst Biographies 122

LEGG MASON WOOD WALKER, INC•• LEGG MASON HEADQUARTERS· P.O. Box 1476 BALTIMORE, MD 21203-1476

• MEMBER NEW YORK STOCK EXCHANGE, INC•• MEMBER SIPC • 1410) 539-0000



Additional information is available upon request

The information contained herein has been prepared from sources believed reliable but is not guaranteed
by us and is not a complete summary or statement ofall available data, nor is it considered an offer to buy
or sell any securities referred to herein. Opinions expressed are subject to change without notice and do
not take into account the particular investment objectives, financial situation or needs of individual
investors. Employees of Legg Afason Wood Walker, Inc. or its affiliates may, at times, release written or
oral commentary, technical analysis or trading strategies that differ from the opinions expressed within.
No investments or services mentioned are available in the European Economic Area to private customers
or to anyone in Canada other than a Designated Institution. Legg Mason Wood Walker, Inc. is a
multidisciplined financial services firm that regularly seeks investment banking assignments and
compensation from issuers for services including, but not limited to, acting as an underwriter in an
offering or financial advisor in a merger or acquisition, or serving as a placement agent for private
transactions. Of the securities we rate, 47% are rated Buy, 49% are rated Hold, and 4% are rated Sell.
Within the last 12 months, our firm has provided investment banking services for 27%, 18% and 19% of
the companies whose shares are rated Buy, Hold and Sell, respectively. Legg Mason Wood Walker, 1nc.'s
research analysts receive compensation that is based upon (among other factors) Legg Mason Wood
Walker, 1nc.'s overall investment banking revenues. Our investment rating system is three tiered, defined
asfollows: BUY - We expect this stock to outperform the S&P 500 by more than 10% over the next 12
months. For higher-yielding equities such as REITs and Utilities, we expect a total return in excess of12%
over the next 12 months. HOLD - We expect this stock to perform within 10% (plus or minus) of the S&P
500 over the next 12 months. A Hold rating is also usedfor those higher-yielding securities where we are
comfortable with the safety of the dividend, but believe that upside in the share price is limited. SELL - We
expect this stock to underperform the S&P 500 by more than 10% over the next 12 months and believe the
stock could decline in value. We also use a Risk rating for each security. The Risk ratings are Low,
Average, and High and are based primarily on the strength ofthe balance sheet and the predictability of
earnings.

© Copyright 2003 Legg Mason Wood Walker, Inc.

For applicable current disclosures for all covered companies please write to the Legg Mason Research
Department at the following address.
Legg Mason Research Department
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100 Light Street
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Equity Research
Industry Update

All relevant disclosures appear on the inside front cover ofthis report.

Legg Mason Wood Walker, Inc. Telecommunication Research Team

• As in previous editions, our RLEC Monitor provides an extensive view of rural local
exchange carrier (RLEC) valuations, regulation, stock performance metrics, and other
measures.

• We publish for the first time a primer on key upcoming regulatory rulings that will
impact the RLEC industry in the next year, along with updated information on the

amount of universal service subsidies received by each of companies covered in the
Monitor.

• We are pleased to continue providing commentary from Dr. Victor Glass of The National
Exchange Carrier Association (NECA), reflecting in this Monitor on NECA's recent rural
end-user study, increasing pressure on the federal Universal Service fund and the impact
of wireless services on rural carriers.

• Merger and acquisition activity in the RLEC space has declined since our Winter 2002
Monitor, as the capital markets have severely punished the overall telecommunications
sector; however, we note that rural stocks in the Legg Mason RLEC Index have

outperformed the regional Bell operating companies (RBOCs), the interexchange carriers
(long-distance providers, or IXCs), and wireless carriers over the past 12 months.

• Despite the weakened performance of telecommunications equities over the past year,

the stocks of RLEC companies continue to be steeply undervalued on an asset valuation
basis.

• We have a Buy rating on the shares of rural carriers CenturyTel, Inc. (CTL), Citizens
Communications Company (CZN), and Commonwealth Telephone Enterprises (CTCO),
and a Hold rating on the shares of Alaska Communications Systems (ALSK), Alltel
Corporation (AT) and CT Communications (CTCI).
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Equity Research
Company Summary

Alaska Communications Systems December 5, 2002

(ALSK-$l.91) TELECOMMUNICATIONS INDUSTRY

Rating: HOLD Risk Rating: High

inferred line

Bradley P. Williams
(410) 454-5662
bpwilliams@leggmason.com

EllECEBiiDA

Alaska Communications Systems ALSK

PCSPOPs

lines

Source: Company Data and Legg Mason Estimates

Company Description
A public company since November 1999, Alaska Communications
Systems Group (ACS) has been consolidating the Alaskan market and
now serves three-fourths ofthe state's population with local telephone,
long-distance, wireless, Internet, and data communications services. For
2001, local telephone revenues were 67% of total sales, cellular 12%,
directory 10%, and long distance/data II %, as total revenues reached
$331.7 million. At 3Q02, ACS served 327,161 access lines, 81,559
wireless subscribers, 11,045 DSL lines, and 35,614 ISP customers.

Sum of the Parts

Christopher C. King
(410) 454-5775
cckin~eggmason.com

30.7
$58.6
18,000 shares
69%
24% (some insider)

$1.91

FY (Dec.) 2001A 2002E 2003E
EPS (cont. ops) ($0.35) ($0.23) $0.01
EBITDAmargin 37.8% 37.2% 41.4%
Revenue growth 5.9% 3.1% -1.3%
Source: Company data, Legg Mason estimates, and FactSet

Research Systems Inc.

Closing Price (12/4/02):
52-Week Range: $8-$1
Shares Out. (mil)
Mkt. Cap. ($mil)
Avg. Daily Vol. (3Q02)
Insider Ownership:
Institutional Ownership:

Commentary
The last couple of quarters for ALSK have reflected the ongoing negative impact on operations of the challenging regulatory and
competitive environment the company continues to face in its incumbent territory, exacerbated by the weak economy. Results for 3Q02
reflected improvement over a weak second quarter, primarily benefiting from the company's efforts to control operating expenses and
increasing revenues from the state of Alaska contract. We continue to be cautious about the stock in the near term as we await tangible
signs of improvement on the competitive and regulatory fronts. Our rating on the shares is Hold.

Map Unavailable in PDF Form

Alaska Communications ILEC (AK)

Michael J. Balholf, CFA
(410) 454-4842
mbalholj@Jeggmason.com

Alaska Communications Systems· 600 Telephone
Avenue, Anchorage, AK 99503 • Tel (907) 297-3000 •
Chairman and CEO Charles E. Robinson· Web Address
- www.acsalaska.com
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Alaska Communications S stems Statistical Anal sis

Legg Mason Wood Walker Inc.

Stock Price (12/4/02) $1.91 Institutional Ownership: 24,0%

S&P 500 Price (1214/02) 917.58 Insider Ownership: 69.0%

MNMIMSMMWiiZ tUM· J.l,I,',Wl.I.".WJ,I.,J4 i.aiMMJISMit ll!M3 M!i3 &I itiiMi
CompanyEPS ($0.57) ($0.44) ($0.35) ($0.23) EPS NA NA NA NA

S&P 500 EPS $50.82 $55.00 $45.16 $48.00 Sales 6.7% 4.2% 5.9% 3.1%
CompanyP/E NM NM NM NM Dividends NA NA NA NA

S&P 500 PIE 18.1 16.7 20.3 19.1 Um4il£lit& C@i. 4mu,. jmU. In.?Ji
Relative PIE NM NM NM NM Tota! debt 612.8 614.0 611.3 605.8

Book Value per share $7.58 $6.69 $6.06 $2.13 Shareholders' Equity 248.0 215.4 191.7 67.5

Price/Book Value (x) 0.3 0.3 0.3 0.9 li!liIilllr! f.lbj; U,f M,Il] ,J,il'Sales (mi!.) $300.5 $313.1 $331.7 $342.0

Market Cap.lSales (x) 0.1 0.2 0.2 0.2 First Quarter (Mar) NA ($0.10) ($0.15) ($0.01) A

EBiTDA (mi!.) 93.8 105.2 125.3 127.2 Second Quarter (June) NA ($0.08) ($0.09) $0.13A

Market Cap./EBITDA (x) 0.5 0.6 0.5 0.5 Third Quarter (Sept) NA ($0.10) ($0.04) ($0.22) A

Shares Outstanding (mil.) 23.4 32.2 31.7 31.7 Fourth Quarter (Dec) NA ($0.16) ($0.07) ($0.13)

Return on AVA- EqUity NM NM NM NM Total ($057) ($044) ($035) ($023)

Alaska Communications S stems Earnin s Anal sis

i,l4'h,iit4MWit&&= tum· Juu,'·WJu.i'·WJUtkJ& -MMJWi95tMm GUM· Jmu,. )mh. 1m?ll
Revenue Local Telephane 4.7% 1.0% 1.5% 1.1%

Local Tetephane $249.0 $251.4 $255.3 $258.2 Cellular 13.5% 9.4% 2.3% 4.6%
Cellular 36.1 39.5 40.4 42.3 Interexchange network 28.9% 43.6% 62.2% 15.4%

Interexchange network, data and other 15.5 22.2 36.0 41.5 Total Revenue 67% 42% 59% 31%

Iota! reyenue $300 5 $31 3 1 $33'7 $3420 Operating income -23.5% 0.3% 38.8% ~2.7"10

Expenses EBITDA -8.8% 12.0% 19.2% 1.5%
Operating expenses -local telephone $160.2 $144.9 $135.0 $132.5 Net income NM NM NM NM

Operating expenses - cellular 24.3 24.6 24.2 26.6 f' frrn~m_jiiji])
NA NM NM NM

Operating expenses - Interexchange 22.2 33.2 47.2 55.7

Depreciation and amortization 61.1 72.3 79.8 82.9 Operating Income 10.9% 10.5% 13.7% 13.0%
T0ta! expenses $2678 $2803 $2862 $297 7 Depreciation and amortization 20.3% 23.1% 24.1% 24.2%

Operating income $32 7 $32 8 $45 5 $443 EBITDA 3'2% 33 6 °/" 378% 372%

Interest and other income $3.5 $6.7 $3.3 $1.9 • SNYMl2iii
Interest expense (44.2) (64.7) (60.3) (51.7) Net income (16.4) (25.3) (11.3) (7.4)

Equity income/(Ioss) (1.6) (0.3) 0.1 Depreciation and amortization 61.1 72.3 79.8 82.9
Income before taxes 1$95\ ($255) 1$114\ ($56) Capex (74.1) (69.1) (87.6) (68.2)

Tax expense/(benefit) 3.6 (0.2) (0.1) Cash dividends NA NA NA NA

Income before extraordjnary item ($131l ($253) ($113) ($56) Free cash flow ($294) ($22.1) ($19.1) $7.3

Extramdjn8Q' item ($33) $0 0 $00 ($18) ;G;G.&1MU
Net Income (Loss) 1$1641 ($253) 1$113\ 1574\ Telco reVZliine rr month NA $50.48 $49.98 $52 49

Shares (mil.) 234 32.2 31.7 31.7 •....•UJ.k
Basic EPS (Continuing operations) ($0.57) ($0.44) ($0.35) ($0.23) Access lines 325,608 329,460 332,923 324,207

Declared dividend (per share) NA NA NA NA Igtal aGGe5§ !joe growth NA 12% 1'% _26%

FRllpA 33 § 1Q51 1253 1272

Source: Company Data and Legg Mason Estimates

The information presented above summarizes Alaska Communication Systems' (ACS) combined operations for the years ended December 31, 1999. The summary

information includes the combined historical results of CenturyTel's Alaska properties and Anchorage Telephone Utility (ATU) from January 1, 1999, through their

ac uisition date of Ma 14 1999. From that oint forward the results re resent AeS's consolidated 0 erations.

Alaska Communications Systems Group Inc. (ALSK)
Dec4,2001· Dec4. 2002
u.s. DoUar

Source: FactSet Research Systems Inc.
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Alaska Communications Systems Group Inc.
Eric Geil, New York (1) 212-438-7833

Rationale
On Jan. 16, 2003, Standard & Poor's Ratings Services lowered
its corporate credit ratings on diversified communications
company Alaska Communications Systems Group Inc. and
subsidiary Alaska Communications Systems Holdings Inc. (ACS)
to 'BB-' from 'BB'. The downgrade is based on competitive
pressure that has materially weakened ACS's business profile,
impaired operating performance, and resulted in credit
measures that have not met Standard & Poor's expectations for
the ratings. The ratings were removed from CreditWatch, where
they were placed with negative implications on July 31, 2002,
over concern about credit measure weakness.

The outlook is negative.
ACS's business risk profile has declined as the company

has lost local retail access lines to competition that has
taken advantage of regulated low unbundled network element
(UNE) loop rates in the company's key markets. Standard &
Poor's is concerned that, absent regulatory changes,
competitive pressure could continue to weigh on ACS and limit
credit measure improvement, amid the weak economy.

The rating on ACS reflects the company's position as the
leading local exchange carrier in Alaska, offset by heavy
competition in the local retail access line business due to
low regulatory mandated local resale loop rates to the
company's local network, a narrow market with limited growth
opportunities, and high acquisition and capital spending
related debt levels.

Anchorage, Alaska-based ACS offers local telephone
service, wireless, long distance, data, and Internet services
to business and residential customers throughout Alaska. Local
telephone operations provide about two-thirds of company
revenue and the bulk of cash flow. ACS had $606 million debt
as of Sept. 30, 2002.

ACS currently serves roughly 327,000 access lines in
Alaska, or 68% of the state total, making it the largest local
exchange carrier. However, retail lines declined 9% during the
12 months ended Sept. 30, 2002, to 241,583 lines, while lines
served under lower UNE rates increased by 30.6% to 60,504
lines, eroding ACS's local revenue and profitability. Most of
the decline is due to line losses to diversified
communications company GCI Inc.'s competitive local exchange
carrier (CLEC) business.



ACS is engaged in a number of legal and regulatory issues
relating to CLEC competition and gained an interim, temporary
rate increase in late 2001. However, a final regulatory
decision on rates is uncertain and forthcoming, and line
losses could continue to impair local revenue and
profitability. One of the most pressing issues is an appeal to
lift UNE rates in Anchorage, where GCI has a 40% share of
access lines. In an attempt to stabilize revenues, ACS is
signing up business customers to three-year discounted
contracts and is bundling services. The company has also
implemented cost cuts.

Revenue and profitability have also been hurt by the weak
economy and expenses and delays in implementing a five-year,
State of Alaska telecommunications services contract that
became effective in the second quarter of 2002. The state
contract is for a broad range of services and is expected to
generate $18 million in annual revenue, which should make the
company's Internet services segment profitable. However, cash
flow benefits from the state agreement may be insufficient to
offset further erosion in the local business. Wireless and
high margin directory operations provide only marginal
additional cash flow diversity and offer limited growth. The
unprofitable long distance segment remains a drag on the
overall business.

ACS is managing to deliver modest EBITDA growth with the
help of cost savings. Credit measures have improved modestly
in the past year, with debt to EBITDA now below 5x. However,
given unfavorable regulated rates and competitive pressure,
Standard & Poor's believes further improvement may be minimal.
ACS's capital spending needs are high to support business
expansion and will be about $75 million in 2002, including $15
million to $20 million to support the company's obligation
under the State of Alaska contract.

Liquidity

ACS generates minimal discretionary cash flow. The company had
$75 million of available borrowing capacity under its
revolving credit facility as of Sept. 30, 2002. Debt
maturities are light through 2005, consisting of 1% annual
bank principal repayments prior to required bullet repayments
in 2006. Bank covenant stepdowns are moderate and offer some
cushion for near-term operating weakness.



..

Outlook
The negative outlook reflects concern about ongoing
competitive pressure that could continue to hamper ACS's
operations absent any regulatory relief. Without stabilization
of the local exchange business, the ratings could be lowered.

Ratings List
To From

Alaska Communications Systems Group Inc.
Corporate credit rating BB-/Negative BB/Watch Neg

Alaska Communications Systems
Corporate credit rating
Senior secured bank loan
Subordinated debt

Holdings Inc.
BB-/Negative
BB
B

BB/Watch Neg
BB/Watch Neg
B+/Watch Neg

Complete ratings information is available to subscribers of
RatingsDirect, Standard & Poor's Web-based credit analysis
system, at www.ratingsdirect.com. All ratings affected by this
rating action can be found on Standard & Poor's public Web
site at www.standardandpoors.com; under Fixed Income in the
left navigation bar, select Credit Ratings Actions.

Standard & Poor's will be hosting a seminar titled,
"Determining Corporate Credit Quality in a Volatile
Environment," on Feb. 2-4, 2003, at the Grand Floridian Resort
& Spa, Orlando, Fla. Standard & Poor's senior analysts and
invited industry leaders from the corporate, banking, and
investment communities will discuss trends and current issues
related to corporate credit quality. For complete seminar
details and registration, please call (1) 212-438 2800, or
visit www.standardandpoors.com/events/CRS. You may also send
an E-mail toseminars@standardandpoors.com.
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ALSK: Competition remains intense; lowering '02 & '03 EPS estimates

***************************************************************************
* Alaska Communications reported a 3Q02 EPS loss from continued operations*
* of $0.22, $0.16 below our estimate due mainly to higher than expected *
* depreciation expense and a one-time charge associated with the employee *
* restructuring. Revenues of $84.3 mil and EBITDA of $30.2 mil were *
* basically in-line with our estimates. ALSK continues to face *
* competitive pressure, specifically in the wireline business where market*
* share in Anchorage has fallen almost to 50%. We are fine-tuning our *
* 4Q02 EPS estimate to a $0.11 loss to account for increased depreciation *
* expense from accelerated recovery of certain fixed assets. As a result, *
* our new 2002 EPS estimate is a $0.21 loss. We are also lowering our *
* 2003 EPS estimate to a $0.07 loss from a $0.05 gain for similar reasons *
* as 4Q and our expectation for weaker revenue (now $345 mn) and EBITDA *
* (now $133 million) next year. *
***************************************************************************

Frank J. Governali, CFA (Portland) 1 207-772-3300
Jonathan Dorfman (New York) 1 212-357-5691
Charles Minervino (New York) 1 212-902-4044

Investment Research
Investment Research
Investment Research

=================== NOTE 12:17 PM October 28, 2002 ====================

Stk Latest 52 Week Mkt Cap YTD Pr Cur
Rtg Close Range (mm) Change Yield

------ ------- ------- - - - --
Alaska Communications Sys. Gr.MP 2.40 8-2 76.4 -70%
0.0%

--------------Earnings
Mar Jun Sep
NA NA NA
-O.OlA 0.13A -0.22A
-0.15 -0.09 -0.04

ALSK
EPS* (US$)

2003 FY
2002 FY
2001 FY(A)

Per Share---------------
Dec FY CY
NA -0.07 NA
-0.11 -0.21 NA
-0.07 -0.36 NA

GSCOPE EPS* (US$) Mar Jun Sep Dec FY CY
2003 FY NA NA NA NA NA NA
2002 FY -O.OlA NA NA NA NA NA
2001 FY(A) -0.14 NA NA NA NA NA

-Abs piE on- -ReI piE on-- EV!NxtFY LT EPS



Cur Nxt Cur Nxt EBITDA Growth
- ------ ------

EPS* FY NM NM NM NM NA NA
CY NA NA NA NA NA NA

GSCOPE EPS* FY NA NA
CY NA NA NA NA NA NA

* may differ from U.S. GAAP
===========================================================================
ESTIMATE CHANGE: REDUCING 4Q02 and 2002 & 2003 EPS ESTIMATES
We are lowering our fourth quarter EPS estimate to an $0.11 loss from a
$0.03 loss on account of higher expected depreciation expense (ALSK
indicated that depreciation expense will be approx. $21 million in coming
quarters versus our previous estimate of $19). Including the third
quarter's actual results, our new 2002 EPS estimate is a 0.21 loss
(previously $0.03 gain). In 2003, our EPS estimate is now a $0.07 loss
versus our prior estimate of $0.05 gain. For 2003 we lowered our revenue
estimate to $345 mn from $362 mn, with the most notable change in the local
revenue segment, where we expect wholesale competition in the Juneau market
to intensify. On the expense side, we are also now capturing the $6
million of annual savings expected by ALSK for its restructuring efforts,
but this only partially offsets lower EBITDA of $133 mn (prior est. was
$139 mn) that results from weaker expected revenues next year. Also, we
are now modeling depreciation expense of $85 million, up from $82 million
previously.

RECOMMENDATION: MAINTAIN MP RATING, SLOWLY POSITIONING FOR EBITDA
IMPROVEMENTS
Our MP rating on ALSK is unchanged as no real headway has been made into
the leverage reduction issue and the competitive landscape in the local
business continues to be pervasive. While ALSK has no serious liquidity
threat in the short-term, we believe the company's lack of free cash flow
prevents it from reducing its heavy debt load in 2002. However, bright
spots were evident this quarter, as revenues from the State of Alaska
contract hit expectations and company restructuring has streamlined
operating expenses. However, better future results for ALSK hinge on
improvements to the regulatory landscape. While it appears that the
pendulum has swung a little in favor of the ILECs at the federal level
recently, it still may be time before aggressive competition in the local
market slows. Given the company's negative earnings, ALSK cannot be
meaningfully compared on 2003 FCF yield or piE valuation to its RLEC peers.
On an EvjEBITDA basis, ALSK is valued at 4.8x 2003 EBITDA, a substantial
discount to the 6.3x average of our other covered RLECs. We believe that
this discount is warranted as heavy competition currently undermines the
traditional RLEC value proposition of ALSK.

RESULTS: HIGHER THAN EXPECTED DEPRECIATION EXPENSE RESULTS IN WEAK
OPERATING INCOME, BUT EBITDA WAS IN-LINE. ALSK reported an EPS loss from
continued operations of $0.22, $0.16 below our estimate of a $0.06 loss.
Revenues of $84.3 mn were in-line with expectations, as were cash operating
expenses, driving in-line EBITDA of $30.2 million. However, $3.2 million
of higher than expected depreciation expense as well as a $1.8 million
expense associated with restructuring contributed to a $5 million shortfall
in operating income, causing the $0.16 miss to our estimates.



OPERATING METRICS: Competitive pressure in the local business continues to
be a problem as access lines declined 1.8% year-over-year, substantially
worse than the 0.5% and 0.3% declines experienced in the first two quarters
of the year. While this compares favorably to the Bells, which have lost
an average of 3.5% of their access lines year over year, it represents the
highest annual access line decline among the RLECs which have reported
3Q02, indicating the impact of heavy competition. Meanwhile, low UNE-P
rates have played a role in increased wholesale competition, as ALSK's
access line mix continues to shift away from retail. Wholesale (reseller &
UNE-P) lines account for 26% of ALSK's lines now compared to 22% year-end
2001. Despite the weakness in local, ALSK posted strong results in
Internet and wireless. Internet revenues improved 41% sequentially (79% y
o-y), helped by 1,200 DSL adds in the quarter, bringing the customer base
to over 11,000 DSL customers. Wireless revenues improved 4% year-over
year, as ALSK managed to add 452 new customers. While net adds were down,
slightly higher ARPU and increased minutes of use drove the growth.

IMPLICATIONS FOR THE INDUSTRY: ALSK is probably the best example of what
could happen to an ILEC in an aggressive competitive scenario. ALSK's
market share in the Anchorage market has fallen close to 50%. Competitors
are aware that if ALSK's market share falls below 50%, then ALSK will no
longer be regulated as the dominant carrier in the market. There has been
much talk about the unfriendly RBOC competitive landscape, but ALSK faces
the most competitive market (Anchorage) in the country. In fact, Alaska is
one, if not the only, state where regulators actually raised UNE prices
(increase of $1.07 in 4Q01). Because of the aggressive competition, ALSK
plans to scale back capital spending in the competitive markets, similar to
the RBOCS.

WHAT TO WATCH FOR - STATE OF ALASKA CONTRACT, LOCAL COMPETITION, AND DEBT
REDUCTION REMAIN KEY ISSUES GOING FORWARD. The key to ALSK's future growth
is the State of Alaska contract, where we are modeling $18 million of
revenues (down from $20.5 mn) from the contract in 2003. ALSK seems to be
on track to hit expectations following the third quarter's results when it
reported $3 million of revenues from the contract, in-line with its
expectations. In the local business, competition in the Anchorage market
has slowed, however, monitoring the Juneau market will be important, as
competition seems to be picking up steam. Approximately half of ALSK's
2,975 new wholesale customers this quarter were located in the Juneau
market. On debt reduction, ALSK likely will not generate substantial free
cash flow to make any substantial strides in the fourth quarter. However,
in 2003, management expects to pay down approximately $4 million of debt.

STOCK(S) MENTIONED IN THIS RESEARCH BY TICKER
For each stock, we display the share price and the relevant disclosure
code(s). Disclosure code definitions follow.

ALSK :US$ 2.40j BC1, BC2, MM1, MM2

Codes for Disclosures

BC1: The Goldman Sachs Group, Inc. and/or its affiliates have received
during the past 12 months compensation for investment banking services from
the company, its parent, or its wholly owned or majority-owned subsidiary.
BC2: The Goldman Sachs Group, Inc. and/or its affiliates expect to receive
or intend to seek compensation for investment banking services in the next



three months from the company, its parent, or its wholly owned or
majority-owned subsidiary.
MM1: The Goldman Sachs Group, Inc. and/or its affiliates make a market or
are the specialist in the company's securities.
MM2: As such, the market maker or specialist may have an inventory
position, either 'long' or 'short,' in the relevant security and may be on
the opposite side of orders executed on the relevant exchange.

Analyst coverage and other disclosure information is available at
http://www.gs.com/research/hedge.html.

GOLDMAN SACHS GLOBAL RATING DISTRIBUTION*
Buy Hold Sell

Global 54.98% 39.10% 5.92%

*The above categories are defined as follows: Buy = RL, TB, and MOi Hold =
MPi Sell = MU.Buy, Hold, and Sell are not defined Goldman Sachs ratings and
should not be construed as investment opinions. Rather, these ratings are
used illustratively to comply with applicable NASD and NYSE regulations.

GOLDMAN SACHS INVESTMENT BANKING RELATIONSHIPS*
Buy Hold Sell

Global 91.30% 86.25% 70.00%

*For example, Goldman Sachs has an investment banking relationship with 70%
of the companies whose stocks we rate Buy on a global basis.

Note on historical rating and stock price target information
United States regulations require historical information indicating the
dates on which Goldman Sachs assigned or changed ratings or price targets
for the subject company. Goldman Sachs may also have published other
research about the company during the period covered that did not contain
a price target but that discussed valuation matters. The price targets
shown should be considered in the context of all prior published research
as well as developments relating to the company, its industry and financial
markets.

GOLDMAN SACHS RATING AND PRICE TARGET HISTORY
ALSK

Date
07/01/2002
07/11/2001
04/06/2001
04/04/2001
04/04/2001
04/04/2001

New Rating/
Target Price
US$NA
MP
MO
RL
MO
US$12.00

Prev Rating/
Target Price
US$12.00
MO
RL
MO
RL
US$25.00

Close
US$4.64
US$9.01
US$4.34
US$4.63
US$4.63
US$4.19



11/23/1999 RL
11/23/1999 US$25.00

NR
US$NA

US$14.00
US$14.81
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ILEe Key Investment Points

Incumbent Status
Offers Defensible

Market

Strong Cash Flow
Offers Flexibility

Defensive Play on the
Economy

Favorable Regulatory
Environment

Capitalizing on
Growth Prospects

We believe the Incumbent Local Exchange Carriers (ILECs) enjoy a
competitive advantage due to their natural monopoly position within legacy
markets. Incumbency provides immediate access to a relatively captive
customer base to which additional products and services can be sold, and
has been a significant deterrent to competition, in our opinion.

The ILECs' ability to generate strong, stable cash flow from their legacy
access lines is a competitive advantage relative to newer telecom operators,
in our opinion. Strong cash flow allows the ILECs to self-fund growth and
expansion projects. We view the sector's ability to service and pay down
debt as very valuable considering the capital-intensive nature of the
industry, and investors' aversion to the debt-laden disasters in other areas
of telecom over the past few years.

In our OpiniOn, the ILECs' residential customer base is not likely to
disconnect their phones due to a weak economy and even Internet and
additional services have become a staple of the average consumer's life.
As a result, we believe ILECs' results should be less affected by a
prolonged economic downturn, as residential customers represent a steady,
recurring revenue and earnings stream.

We believe the ILECs' competitive position is reinforced through favorable
regulation. The benefits of regulation include protection from competitors,
and access to certain subsidies available to carriers providing services to
rural and suburban markets. We view these advantages as key reasons to
expect the ILECs should maintain market share. With less exposure to
UNE-P and wireless replacement, we believe the ILECs will continue to
demonstrate positive results as the larger RBOCs are faced with
fundamental competitive pressures.

From access line aggregation to edge-out CLEC to data and Internet
access, we believe the ILECs continue to have opportunities to drive
incremental growth and expand their margins. We believe these factors,
combined with additional opportunities for new investment, will drive higher
levels of ILEC revenue and EBITDA over the next few years, with less
overall risk relative to pure-play carriers.

Telecommunications Services: The ILEC Industry 2
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Alaska Communications
(ALSK:NASDAQ) Not Rated

Alaska Communications Services (ACS) currently serves 327,000 access lines in the state of Alaska, and is the largest local
telephone provider in the state. Additionally, the company has about 82,000 wireless subscribers, and offers a wide range of
local, long distance, and Internet and data products. The company has recently expanded its Internet products to utilize its
recently completed statewide IP network. ACS is headquartered in Anchorage, Alaska, and employs approximately 1,000
people.

Current Price $2.38

• Largest provider in Alaska. We estimate the company has about
75% of its population covered by its local telephone network. Its
services include local, long distance, wireless, and data services. The
company's local exchanges are concentrated in and around Juneau,
Anchorage, and Fairbanks, Alaska. The company is currently
experiencing positive top-line trends, with revenue growth of 5.3%
YTD in 2002.

Shares Out. (mil.)
Market Cap. (mil.)
LT Debt (mil.)/% Cap.

Revenues (mil.)

31.653
$73.7

$600.8/89.3%

$111.6
$128.7
$97.4

$313.0
$331.7
$259.2

2000A
2001A
2002YTD

EBITDA (mil.)
2000A
2001A
2002 YTD

• Competitive situation very challenging. ACS currently faces a
significantly challenging regulatory environment, with notable inroads
having been made by competitor General Communications
(GNCMA/$6.42). We estimate General has taken 60,500 access
lines, primarily on a UNE-L basis. The ACS UNE rate of $14.92 in
Anchorage (ACS's largest competitive market) seems low, particularly
considering a lack of de-averaging zones in the state. We believe this
has put a significant burden on the operations of ACS, and any
positive changes regarding the regulatory structure in Alaska would be very beneficial for ACS shareholders.

• IP Network Offers Growth. The company recently completed a statewide IP network, which we believe offers
significant private line and long-haul transport opportunities. The company has already placed significant
customers on the network, including the state government, and we believe this unregulated aspect of the
business will continue to offset competitive losses due to demand for advanced services.

• Wireless Operations. The company is currently the largest wireless provider in the state, with approximately
82,000 subs and about 470,000 covered Pops. We view wireless as an important service offering, particularly
due to the remote nature of the state and the demand for communications. We also view the company's
penetration into the North Slope oilfields as a strong asset, as this takes advantage of heavy business and
seasonal demand. The company is migrating its TDMA platform to COMA.

• Management team. The company has a strong and deep management team that has extensive experience in
the telecommunications industry, and Alaska in particular. Charles E. (Chuck) Robinson is chairman and
CEO of ACS and has attained numerous achievements in operational and management roles for the
telecommunications businesses serving in Alaska since 1957. Wesley E. Carson is president and COO of
ACS, having served in the telecommunications industry since 1980, and holds a BA from Brigham Young
University, a Masters degree from the University of Illinois-Springfield, and a Juris Doctor degree from
Georgetown University. Kevin P. Hemenway is Treasurer and Chief Financial Officer for ACS, and has served
in the position since November 2000. He formerly worked as Chief Financial Officer for Atlantic Tele-Network,
Inc.; a Virgin Islands-based telecom company.
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Source: Raymond James, Map Info, and company reports.
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